PROGRESS REPORT ON FEDERAL 
7 FLOOD INSURANCE 


UNIVERSIT 
OF MICHIGAN 


[ if A 


R 21 1957 


HEARING aii. 


SUBCOMMITTEE OF THE 
COMMITTEE ON BANKING AND CURRENCY 
UNITED STATES SENATE 
EIGHTY-FIFTH CONGRESS 

FIRST SESSION 


TO RECEIVE A REPORT ON THE PROGRESS MADE UNDER 
THE FEDERAL FLOOD INSURANCE ACT OF 1956 


FEBRUARY 19, 1957 


Printed for the use of the Committee on Banking and Currency 


os 





UNITED STATES 
GOVERNMENT PRINTING OFFICH 
88857 


WASHINGTON : 1957 








COMMITTEE ON BANKING AND CURRENCY 


J. W. FULBRIGHT, Arkansas, Chairman 


A. WILLIS ROBERTSON, Virginia HOMER BE, CAPEHART, Indiana 
JOHN J. SPARKMAN, Alabama JOHN W. BRICKER, Ohio 

J. ALLEN FREAR, Jr., Delaware IRVING M. IVES, New York 
PAUL H. DOUGLAS, Illinois WALLACE F. BENNETT, Utah 
A. 8. MIKE MONRONEY, Oklahoma PRESCOTT S. BUSH, Connecticut 
FRANK J. LAUSCHE, Ohio J. GLENN BEALL, Maryland 
JOSEPH §S. CLARK, Pennsylvania FREDERICK G. PAYNE, Maine 


J. H. YINGLING, Chief Clerk 
ROBERT A. WALLACE, Staff Director 


SUBCOMMITTEE ON SECURITIES 


FRANK J. LAUSCHE, Ohio, Chairman 


J. W. FULBRIGHT, Arkansas JOHN W. BRICKER, Ohio 

J. ALLEN FREAR, JR., Delaware IRVING M. IVES, New York 

A. 8. MIKE MONRONEY, Oklahoma WALLACE F. BENNETT, Utah 
JOSEPH 8. CLARK, Pennsylvania PRESCOTT S. BUSH, Connecticut 


WILLIAM F. MCKENNA, Counsel 


Ir 








WEPOSITED BY 
THE 
MJ RITED STATES OF AMERICA 


PROGRESS REPORT ON FEDERAL FLOOD INSURANCE 


TUESDAY, FEBRUARY 19, 1957 


Unrrep Srares SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOM MITTEE ON SECURITIES, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10 a, m., Senator Frank J. Lausche, chairman of the 
subcommittee, presiding. 

Present: Senators Lausche, Clark, Ives, Bennett, and Bush. 

Senator Lauscue. We will call the meeting to order, gentlemen. 

Gentlemen, the hearing this morning has been set “primarily to 
receive a report on the progress made under the Federal Flood Insur- 
ance Act of 1956. 

It is my understanding that this act became law on August 7 of last 
year. Because of the experimental nature of the program and the 
lack of experience for many of the problems which have arisen in 
connection with it, the program has not been placed on an operating 
basis as soon as many of the proponents of the bill hoped it might be. 

You understand that I was not a Member of the Senate last year, 
and, therefore, my knowledge of the objectives and the language, the 
provisions, of the bill is rather limited. 

Under the bill as reported by the Senate and House committees, it is 
my understanding that the current interpretation is that certain fees 
which are being paid can only be paid out of direct appropriations. 

It is a fact that the appropriations which were made to finance the 
Federal Flood Indemnity Administration are not adequate to meet 
the purposes of the bill. The report which has been submitted to me 
and my colleagues is that the prospects are that no request from the 
administration will be forthcoming with regard to needed appropria- 
tions until after March 1. 

It is now almost six and a half months since this act became law. 
If it is to be put into operation, it is perfectly manifest that the moneys 
will have to be provided. 

It is my understanding that this morning in attendance to report 
what has thus far been done are, first, Mr. Albert M. Cole, the Housing 
and Home Finance Administrator. He is the official in whom the 
statute vests the power to operate this program. Also under the 
statute Mr. Cole has designated Mr. Frank J. Meistrell as Commis- 
sioner of the Federal Flood Indemnity Administration to assist him 
in carrying out this program, 

I have already stated that I was not a Member of the Senate last 
year and therefore could not have been on the committee which studied 
the problems sought to be remedied and cared for under the bill, 
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It is my understanding that the bill became law primarily through 
the nonpartisan approach adopted in the matter by Senator Lehman, 
of New York, and Senator Bush, of Connecticut, with the support of 
Chairman Fulbright. It seems clear that if it had not been for Sena- 
tor Lehman, Senator Bush, and Chairman Fulbright, this statute 
intending to help those caught by floods would not have been in 
existence. 

In the same spirit, it is my hope, based upon the knowledge which 
I have of the purposes of the bill, that it will be placed into operation 
soon in order that its intended benefits may be received by those who 
are unfortunate victims of floods. 

I take it that Senator Bush and others who have made inquiry about 
the progress thus far made by the administration did so because they 
hoped that sales were already being made of this coverage to those 
who might become victims of the floods. 

Mr. Cole and Mr. Meistrell, I suggest that you proceed with the 
presentation of your knowledge of the developments of the program 
thus far. 


STATEMENTS OF ALBERT M. COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY; AND FRANK J. MEISTRELL, COM- 
MISSIONER, FEDERAL FLOOD INDEMNITY ADMINISTRATION 


Mr. Corr. Thank you, Mr. Chairman. 

We are delighted indeed to have this opportunity to appear before 
this distinguished committee to report the progress which has been 
made in connection with our responsibilities on the flood indemnity 
program. 

First, may I say that I as Administrator am exceedingly happy 
and pleased with the progress which has been made to develop the 
program. It is my judgment that the program has developed to a 
point far beyond that which was expected of it at this stage of the 
timing. 

The committee will well remember that when Mr. Meistrell ap- 
peared before the committee, the committee and the administration 
both came to the conclusion that this was an untried experimental 
program, that we had no experience, no data, no information, no 
history, no legislation to point the way to guide either the Congress 
or the executive branch in the development of such a program. 

No studies covering all the problems involved in setting up a pro- 
gram of Government flood indemnity have been made by either Gov- 
ernment or private insurance companies. No private insurance com- 
panies have ever undertaken specific flood bedlanintty. on any broad 
scale of any sort whatsoever. 

Therefore, when the legislation was enacted, it was understood by 
the Congress and by the executive branch that a careful study must 
be made of all of the complex, difficult problems involved before the 
executive branch would come before the Congress and recommend the 
program under which we hoped to carry out our responsibilities. 

Therefore, if I may repeat, Mr. Chairman, I am exceedingly de- 
lighted with the progress which has been made, and it is my judgment 
that the progress has been so advanced that it is far beyond our ex- 
pectations when we undertook this study. 
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Now, Mr. Meistrell has been the individual primarily responsible 
for the dev elopment of the program. He knows more about this pro- 
gram, may I say, other than the Senators, than any man in America. 
He has given careful study to the problems. And I would like to 
turn the ¢ questions and answers over to him for him to make a report 
to the Senate, to the committee, and then, of course, we will submit 
ourselves to any questions which you may care to ask. 

Senator Lauscur. Mr. Meistrell. 

Mr. Mersrreit. Mr. Chairman and members of the committee, I am 
very happy with the opportunity afforded me to give you a report 
of what we have done and to raise some of the problems that we are 
attempting to resolve and, if I may be presumptuous perhaps, to so- 
licit your opinion on some basic issues with which we are not alto- 
gether certain of the way to proceed. 

Mr. Chairman, you indicated that you were not in the Senate at 
the time this bill was under consideration, and with your permission 
I should like to advert for a moment to some of the considerations 
which led up to its enactment. 

You will recall, 1 am sure, the very tragic occurrences in the Con- 
necticut Valley in 1955 and subsequently within a relatively short 
time thereafter the repetition of those tragedies in California. As a 
result, there was considerable public interest as well as a real interest 
in the Congress that some method should be found, if possible, to 
afford to victims of floods and these tragedies that occur dhevaah the 
forces of nature a means whereby they could help themselves and 
not rely on charity. 

I think the feeling was very proper. The American people are a 
generous people. They like to help each other. But they are also a 
proud people, and they like to do things for themselves. And charity 
is not the full answer to these tragedies that occur through flood 
conditions. 

The traditional position of the insurance industry has been one that 
they believe, and I think properly, that risks of this nature do not 
readily lend themselves to the accepted concept of insurance. And 
it is their position that large aggregates of capital of both stockholders 
and policyholders in the mutual companies would be put at risk in 
an area where losses are bound to occur, and, when they do, are very 
substantial, and that it would be unwise for them to undertake to col- 
lect premiums if within a relatively short time thereafter they would 
be put to heavy losses, and that there is no certainty with respect to 
the feasibility of such a program from an insurance standpoint. 

I think there is merit to that position, and I think the Congress 
recognized it. However, the carriers made it quite clear that if some 
method could be developed wherein a period of time were available 
to establish the feasibility of such a program that they would be very 
willing to cooperate and also would be ready to take over such a pro- 
gram in the event we could resolve this basic question. 

Senator Bush, as you have indicated, was extremely interested in 
developing some program and gave very generously of his time and 
ability to evolve some method for dealing with this problem. 

I think the Congress had in mind several things which ultimately 
found their way into the statute. The first one was that a program 
be developed which would be noncompetitive with the private insur- 
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ance industry, and, consequently, in the statute it is provided that 
where this form of insurance is available from private insurance com- 
panies at reasonable rates the Government will not enter that area, 
and if it is already in the area, will withdraw. 

Secondly, that the Government would use the facilities and services 
of the private insurance industry to the maximum practicable extent. 
That also is m the statute. 

And then there was considerable interest in the rates. It was ex- 
pressed by witnesses that to get an adequate rate that we would price 
ourselves out of the market. And after considerable discussion, a 
formula was developed which provides in substance that we would 
attempt to evolve an actuarial rate to which we would apply in order 
to make the policies marketable, a subsidy up to 40 percent; the idea 
being that if we developed an actuarially sound rate that people who 
needed this protection the most would be the ones the least able to pay. 

So the statute provides that to the actuarial rate the Government 
may apply up to 40 percent in order to arrive at the price the buyer 
would be required to pay, with the test always before us that that 
price must be marketable. 

In other words, if the rate should be $1, the purchaser would pay 
60 cents and the Government would contribute 40 cents. 

There was also a very definite feeling that the States have an in- 
terest in this program. That when these tragedies occur it means a 
loss to a State of income through the tax base being destroyed, that 
people lose their jobs and there is considerable unemployment, and 
that in the final analysis the States have to come to the rescue by some 
form of charity, some form of rehabilitation, and, because they do have 
an interest and a real interest, that they ought to participate 
financially. 

It was then determined that they would contribute equally with the 
Federal Government on the subsidized portion of the premium. 

A number of States took the position that time was an important 
factor. That in order to qualify under this program they might 
have to amend their constitutions, and in practically all States some 
form of legislation would be necessary and that it would be utterly 
impossible for them to comply within a short period of time. 

So the Congress, in its wisdom, placed a date of June 1959 as the 
time for the States to conform to this requirement of equal participa- 
tion in the subsidy along with the Federal Government. 

Now, there was another point that was quite interesting and I think 
had considerable merit. As you know 

Senator Lauscue. What happens at June of 1959 if the States have 
not taken the necessary action making it possible for them to partici- 
pate equally with the Federal Government ? 

Mr. Metsrrety. If they do not, Mr. Chairman, the insurance will not 
be available to the people in those States. 

Senator Ciark. Excuse me. Would you mind referring me to the 
section of the act which calls for State participation ? 

Mr. Metstretu. Yes. 

Mr. Cotx. We will get it for you, Senator. 

Senator Cuark. Please go ahead, Mr. Chairman. 

Senator Lauscue. Proceed. 
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Mr. Merisrrett. Now, there was another consideration which I be- 
lieve was of considerable importance, and that dealt with the question 
of zoning. As you know 

Senator Busn. Mr. Meistrell, would you not want to mention there, 
as long as you are talking about rates, the fact that the Government 
also assumes the administrative expenses ? 

Mr. Meistreui. Yes. I was going to come to that, Senator Bush. 

Senator Busn. All right. Go ahead. 

Mr. Mretsrretn. The other consideration deals with the problem, 
Mr. Chairman, that you referred to and that Senator Bush has called 
my attention to, namely, the cost of administering this program. As 
you know, in the buildup of a rate in the insurance industry there are 
three elements that are taken into consideration. First are the losses 
that a company is called upon to pay. Secondly are the administra- 
tive and overhead expenses. And thirdly a percentage loading for 
profit. And that is the way a rate is built up in the traditional way 
of ratemaking in the industry. 

In approaching the rate problem, the Congress felt that we should 
attempt to establish an actuarial rate without any loading for ad- 
ministrative expenses, and, of course, being a Government program, 
there was no profit involved. 

So when I referred a moment ago to actuarial ratemaking, I should 
have mentioned that that is pure losses with no loading for adminis- 
trative expenses. 

We thought if we approached it in that fashion we would get a 
rate that would probably form a point at which we could get pure 
premiums and pure losses only. 

The cost of administering the program is provided through appro- 
priations. And again the Congress in its wisdom felt that in order 
to operate the program we should get money appropriated rather than 
use premium income and from that offset our expenses. 

So when you refer to the comments that we have not put the pro- 
gram into operation and that there is apparently concern as to why 
it has not been put into operation, the fact is that until we get the 
appropriations we cannot put it into operation, because we have the 
necessity of going before the Congress and getting adequate funds. 

The point I was referring to a moment ago deals with zoning. The 
opinion is quite manifest that with the growth of population and 
the great demand for land and the increasing costs of land that per- 
haps building was being undertaken in areas which under ordinary 
circumstances would not be readily usable for building purposes. 

tivers have a natural right to a floodway to the sea. As the rivers try 
to find their way to the sea, man interferes with them by constructing 
and building in their way and the rivers fight back. In order to 
properly prevent the unwise use of land and in order that we not in- 
sure properties in these exposure areas which are subject to recurring 
floods that an obligation existed on the States, as well as on the part 
of the Federal Government, to have appropriate flood-zoning legisla- 
tion enacted. 

So the statute provides that in June 1958 the States must adopt 
appropriate flood-plain zoning, if required by the administration, in 
order to reduce and minimize the exposure to flood damage. 
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That, briefly, is a bit of the background that I thought, Mr. Chair- 
man, you would be interested in, in better appraising some of the 
more specific programs provided in the statute. 

Mr..Cole has mentioned, and I should like to reiterate what he has 
said, that we are embarking into an area where there is little or no 
credible data upon which we can rely. We are venturing into a field 
where at best we are groping for a solution to a problem that private 
industry has not been able to solve. And from my own personal view- 
point I want to be very sure that what we are doing is sound. 

I think we ought to make haste slowly. This is an extremely im- 
portant program. It affects many lives and many people, and I 
think we would be ill advised to attempt to resolve some of these 
difficult problems without mature judgment and very careful con- 
sideration. And I am perfectly mymcp. to take any criticism that 
anybody cares to level at me for what might be assumed delay, because 
I believe very strongly that when we put this program into operation 
we do it in a businesslike way. 

Now I should like to comment on some of the provisions of the 
statute, and 

Senator Lauscue. May I ask whether in your document you will 
give us information of the progress which you have made? 

Mr. MetsTre.u. Yes. 

Senator Lauscue. You will come to that? 

Mr. Metstrevt. Yes, I am coming to that, Mr. Chairman. 

Senator Lauscur. Proceed. 

Mr. MetstreELu. Perhaps I have taken too much time on this back- 
ground, but I thought you might care to have that. 

The statute has three basic programs. One deals with insurance, 
the second with reinsurance, and the third with a loan-contract pro- 
gram. I will deal with each of those separately with your permission. 

The insurance program provides that insurance will be available 
up to $10,000 on residential properties, including contents, and $250,- 
000 on commercial properties and their contents. We have an author- 
ization of $3 billion plus $2 billion more on Presidential authorization. 
That is our total authorized capacity. 

The coverage as specified in the statute covers floods, wave wash, 
tidal waves, the water component of hurricanes, landslide, and such 
meaning as may be given to those terms as we develop experience. 

Also, the $3 billion or $5 billion authorization, whichever figure you 
choose to take, covers both the insurance and the reinsurance. 

We have believed that we would not venture into the reinsurance 
program at this time because reinsurance is a matter of negotiation 
between private insurance companies and ourselves, and they are 
private contracts, which we believe at this time would open up to 
the large insurance companies the possibility of reinsuring with us 
large risks, and we have no experience in that form of contract 
negotiation. But more important, much more important, is the fact 
that this program I believe was intended to help the small-business 
man and the small-property owner. I do not believe it was intended 
for the Standard Oil Co. or for American Cyanimid or the New York 
Central Railroad. 

I think ultimately if we prove the program to be sound we can then 
look at those risks in a much more objective light. But if I am 
correct that it is intended for the small-home owner and the small- 
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business man, then, obviously, with a $5 billion capacity, the large 
reinsured risks could very well gobble it all up. And so we are 
deferring that until a later time. 

Now, with respect to the insurance program itself, we are faced 
with some extremely difficult and complex ‘problems. The most dif- 
ficult is the question of rates. How do you determine a rate to be 
charged to a prospective buyer—recognizing, as I know you do, that 
there is little or no credible experience or data upon which to predicate 
a rate structure. 

In view of that, we promptly organized two approaches to this very 
difficult problem. I asked the insurance companies if they would 
organize a rate committee and put on that rate committee their expert 

ratemaking people, those with judgment and those with experience 
and those who had an objective viewpoint on this problem. 

I also called in a group from the Government and organized an 
intergovernmental group to study the problem. 

These two groups have been working almost continuously in an 
attempt to evolve some sensible solution to ratemaking. I think you 
will be interested to know that they have been working separately, and 
I have been the link between the two. Both groups have come up 
with entirely different approaches. 

The intergovernmental group have approached the problem from 
the standpoint of developing data from the Geological Survey, the 
Army engineers, und other sources where there may be some infor- 
mation which would be useful to us in arriving at a rate pattern. 

Briefly, the governmental approach has been that we would take 
the river gages, of which I believe there are some 6,000 or 7,000, and 
take the readings on those gages that are recorded and attempt to 
determine a frequency or probability approach. 

In other words, we would attempt to project how frequently a 
known river reaches a 10-foot stage and a 20-foot stage and a 30-foot 
stage and a 40-foot stage. Having developed a probability curve 
that. a river ‘an a 20-foot st: ige once in 20 years or a 40-foot stage 
once in 40 years, we would project that frequency curve onto a contour 
map and attempt on those maps to mark out the areas where a given 
river reached a given stage. And if you wanted to buy insurance, 
you would consult the map and find out where your property was 
located: and if it was on Front and Main Streets, you would then 
look at the frequency curves and say, “Well, at a 10-foot stage the 
water will be up to my front lawn. At a 20-foot stage it will be up 
over the second floor. At a 40-foot stage my house will be under 
water.” And then you would select the point at which you wanted 
protection. 

Now, the difficulty that we immediately ran into was this: Having 
chosen the point at which your property would be exposed at a given 
stage, how do you determine what the rate would be? 

Some of our fellows thought that the sensible thing to do was to 
take the frequency and divide it into the amount of. coverage that 
you were going to buy, so that if you wanted a $10,000 policy y and 
you were in a 20)- year frequency y point you would divide 20 into 10,000 
and that would be your rate. 

Now, the difficulty with that, as I am sure you all recognize, is that 
for all practical purposes what we are saying to you is if you were 
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going to be a self-insurer and you were going to set up a reserve this 
is the way you ought to reserve, and, conversely, if you were depreciat- 
ing your property this is the rate of depreciation that you should use. 
And it is counter to a very fundamental of the insurance business, and 
that is getting some spread, because unless we can get spread and 
have those who are not going to have losses contribute to those who 
do have losses, then we are buy ing ourselves into losses only, and that, 
I think, is a very difficult pro lem. 

But, more important, with these stages that are throughout the 
various river basins of the country, many of them are in places where 
there is little or no exposure, and that, from the geological viewpoint, 
is perfectly proper, because these river stages are to determine river 
flow and not necessarily how far the flow is going to affect people. 
In some places there are only 20 or 30 people in the area. 

Secondly, and much more difficult, is how we would be able to map 
the entire United States in the short period of time that we have to 
get this program operating. Because, to make this type program work 

roperly, we have got to have a map for every place where ever yvbody 

as got a house that wants to be insured. heeds further, to develop 
maps covering all of the floodable areas in the country and do it w ith 
any degree of accuracy would be an extremely costly and time-con- 
suming job. 

However, we are going to proceed in certain areas, and presently 
we have some 200 cities that we are running these frequency curves 
and probability curves on, and we are undertaking some mapping as 
we go along. 

With your permission, Mr. Chairman, if you would like to see one 
of these maps, which are quite interesting , 1 would be very happy to 
show it to you, but I think we might do ‘that later. 

Senator Lauscue. You may do it later. Proceed with your 
presentation. 

Mr. Metsrre.y. Now, as I say, we have got some 200 cities under 
study. 

Another deficiency in this approach which has developed as we have 
gone along is that this data deals only with known rivers and with 
given marks, given gage marks, within these rivers. A great deal of 
the damage that is done by flooding in this country is not from rivers 
overflowing. 

In New ‘England, for example, with the torrential rains that fell 
in a relatively ‘short period of time, the rainwater followed the natural 
contours of the earth and found its way through dried-out river beds 
and creeks and in many instances went ‘right down the highways. So 
a great deal of the damage was done not in relation to a river and a 
gage but apart from that. Under this gage approach there is no 
way of properly evaluating a rate to deal with those hazards. 

Secondly, a great deal of damage is done in this country from wind- 
driven rain. If we applied the frequency tests we would, in effect, 
be attempting to say you can buy insurance when the wind and rain 
are going at 70 miles an hour but if you do not pick the 70 and pick 
50 you are not insured, and that is contrary to insurance principles 
to attempt to relate exposure to the force of the wind. And damage 
along the coastlines particularly is very severe from wind-driven rain 
the spray that is blown in from the sea by the force of a hurricane wind. 

The third very difficult aspect of this approach is that we are 
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required to insure wave wash. Wave wash, again, along the Atlantic 
coast paritcularly, does terrific damage, and I do not believe that he 
gage approach is a full answer to the exposure that we would be 
assuming nor measuring the risk for ratemaking in relation to that 
hazard. 

Well, that briefly, Mr. Chairman, is some of the work we have 
been doing among the intergovernmental groups. 

Now, the carriers have spent a great deal of time attempting to 
evolve a rate pattern. They recognize that there is no adequate way 
of measuring the degree of exposure to the rate without a very costly 
and time-consuming approach. You necessarily ought to have height 
and distance from the exposure and to get that would take a great 
deal of engineering study at great cost. 

So, in the judgment of their rate people, they have evolved a pattern 
for ratemaking which, in effect, is an average rate which would’ be 
applicable nationwide, with certain adjustments within that rate pat- 
tern for evaluating not the exposure but the types of structures and 
buildings that would be exposed and applying a differential im that 
fashion. 

For example, they would have a different series of classifications 
commencing with the largest exposure, and that would be properties 
over water, such as piers ¢ ‘and docks and amusement parks and things 
of that kind where a high degree of exposure exists, going down 
through manufacturing establishments, generating plants, substations, 
underground electrical equipment, conduits, and that sort of thing to 
private residences, and so forth, and there are some 8 to 10 classifi- 
cations of property. 

The rate under this method is related to the type of buildings that 
we would insure. The lowest rate, of course, would be applied to 
residential properties, graduating up through various kinds of manu- 
facturing establishments to the highly exposed property along the 
coastlines such as piers and wharves and things of that nature. 

We have attempted to inject a further consideration into both of 
these approaches, and that would be to afford the purchaser an oppor- 
tunity to select what amount of insurance he wants to purchase, upon 
which we would be on the risk in the amount that he would not assume 
himself. So we would have a series of steps of a deductible nature, 
and in that way we hope again to get the rate much lower. 

We are now in the process of studying these various steps in the 
deductibles so that we can give the buyer some selectivity in the amount 
of insurance he hopes to purchase. 

We have now got the problem of whether or not we should put this 
program in nationwide or attempt to deal with it on a piecemeal 
basis—whether, for example, we should select some given area and 
go into that area and afford insurance in the hope that we could expand 
as we go along, much like dropping a pebble in a pool and, as the eir- 
cles expand, so would we expand. 

Senator Lauscur. Mr. Meistrell, may I ask if in contemplating 
putting the law into effect in a piecemeal fashion you had in mind 
probably that that would expedite making available a part of this 
coverage at an earlier time than if you tried to put it into effect on a 
nationwide basis? 

Mr. MetstreLL. No; not necessarily, Mr. Chairman. If we put it in 
on a piecemeal basis I frankly believe it will delay the program and, 
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secondly, I do not believe the Congress contemplated that we would 
deal with it on a piecemeal basis. I think floods are peculiar in the 
sense that they are not selective. 

Senator Lauscue. Well, then, may I ask why are you contemplating 
or considering a piecemeal operation ? 

Mr. Mersrreti. Well, we had hoped that if we could develop these 
frequency charts and we could get sufficient mapping done in given 
areas that we would at least have the security in knowing that we were 
relating the risks to the degree of exposure. But we had in mind that 
we would proceed with that program and modify our overall program 
as we developed this experience. 

Senator Lauscne. What is your purpose at present? Do you con- 
template making your complete study covering all of the areas where 
inundation does occur before you begin selling coverage / 

Mr. Metstrre.t. No. No, Mr. Chairman; we intend to sell coverage 
very shortly. 

Senator Lauscue. Proceed. 

Mr. Metstreti. And that would be entire coverage. 

Senator Lauscue. While you were discussing this 

Mr. Metsrretyi. I was not clear. What I was attempting to say 
was that we were making these studies with the hope we could resolve 
this problem of nationwide against going into specific areas, and what 
T further had in mind, Mr. Chairman, was to let you know what we 
have been doing and some of the problems that we are dealing with 
without being definitive as to that particular issue. 

Now, you mentioned in your opening statement about 

Senator Lauscner. May I suggest at this time that you give us some 
idea of how far you have progressed in making this study about the 
rates that are to be charged and when you anticipate that you will 
have completed that study to the point where you are prepared to 
sell coverage. 

Senator Busu. Mr. Chairman. may I offer an observation here? 
I spent a great deal of last year on this, as the record will show, and 
I think if Senator Lehman was here he would agree with me that 
what we have been hearing and getting into this record is very 
valuable information for the future. While it may seem to one who 
has not followed this, like yourself, as closely and as long as I, that 
this is rather an extended introduction. I feel myself, Senator, that 
this is a very thorough and necessary introduction and it really is 
going to be valuable background for this committee in the future. 

You see, we are dealing here with a form of insurance that has 
never been written before, and the reason it has never been written 
before is because of the great difficulty in finding a formula and finding 
rates which would be salable. 

So that I think it is awfully important for the Administrator to 
make the record complete as to all the problems that he has run into, 
and then I feel sure that his final report on what he has actually done 
will be satisfactory. I have been over this with him before. 

Senator Lauscue. I am very grateful for the statement which you 
made. I began to labor under the fear that you are going into a lot 
of detailed explanation maybe for my benefit or primarily for Sena- 
tor Clark’s over there. 

Mr. Metstrreiy. Oh, no. 
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Mr. Cotz. We can cut it much more briefly if the Senator prefers. 

Senator Lauscuz, No, no. Ido not want to doit. I think you had 
better follow 

Senator Busu. Mr. Chairman, I appreciate your indulgence here, 
and I beg the indulgence of my good friend from Pennsylvania, be- 
cause I feel this background is very, very important for this com- 
mittee to have on the record, and in the years ahead we will be very 
glad we had this session. It may seem a little tedious but it is very, 
very important to get it all out right now. 

Senator Lauscue. All right. Proceed. 

Mr. Meistrecyt. Mr. Chairman, I perhaps was presumptuous in 
going into this detail, but, knowing you were not here last year, I 
thought if you got a bit of this background it would better equip you 
to evaluate some of the problems we have. 

I would be very happy to reduce my statement to a very brief one 
if it is your pleasure. 

Senator Lauscne. No. You have heard the statement which I made. 
You proceed in presenting the problem as you see it. 

Mr. Meisrrevu. All right. 

I think you inquired about when we were going to have the pro- 
gram in operation. 

Senator Lauscuer. You need not answer that now. You proceed as 
you intended. 

Mr. Metstret.. Good. 

Well, I would also like to comment about the cooperation that we 
have had with the private insurance industry. They have given very 
generously of their time and their abilities and ‘they are very enthusi- 
astic about making this program work. 

In the final analysis I think they are joined with the Federal Govern- 
ment in an effort to solve a very difficult problem, and they are going 
forward with enthusiasm and I think with a very definite hope that 
we can evolve a program that will merit the recognition of the Amer- 
ican public that we have done a good job, and I think ultimately they 
may very well find it a type of insurance that they can properly offer 
themselves. 

Now, what we have done, Mr. Chairman, is this: We have taken the 
words of the statute literally, which provide that we should use the 
facilities and services of the private insurance industry to the max- 
imum practicable extent. I have had a series of meetings with the 
various segments of the industry, and I think you will be interested 
to know that there are some 5,000 insurance companies in the fire and 
casualty field who will participate in this program. 

I have tentatively worked out an arrangement with them whereby 
they will issue the policies, they will underwrite the risks, they will 
collect the premiums, they will do the accounting and statistical work, 
and they will remit to us the proceeds of the premium payments. 
Further, and this I think is extremely important, these insurance 
companies are willing to do this on an actual out-of-pocket reimburs- 
able basis with no profit, no loading for administrative costs or over- 
head, and no charge to the Federal Government for any expenses that 
are normally incident to their operating activities. 

Secondly, there are some 150,000 agents and brokers throughout the 
country, which will be our sales organization. These producers of the 
business have also undertaken and given me their pledge that they 
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will attempt to market this coverage for a reasonable compensation for 
their services and facilities. We have had several meetings in an 
effort to reach some reasonable basis of compensation. 

In addition, the insurance companies and their organized adjust- 
ment organizations have undertaken to put at our disposal some 
5,000 adjusters on an “if, as, and when” basis so that as these losses 
occur we will have that force of adjusters to put into an area promptly 
to handle the adjustment of losses. And there again—and I think 
this is important and quite complimentary to the industry—they are 
willing to do this for cost. 

Now, that would mean that, instead of us having a huge force on 
our payroll, we will have an entire sales organization, an entire 
adjustment organization, and all of the facilities of the private insur- 
ance industry at our disposal on a cost basis, and I think, frankly, that 
is quite an accomplishment. 

Now, we could very well put adjusters on who would sit around on 
their hands waiting for something to happen, and if we had no serious 
floods during the course of a year, they would be quite an expense to 
the Government. In this fashion we have them when we need them, 
as we need them, and at cost. 

That, very briefly, is the important aspects of the insurance pro- 
gram, with a further remark which I think you will be interested to 
know. The statute provides that we should appoint an advisory com- 
mittee composed of 3 to 15 men, and the eligibility test is that they 
should be familiar with insurance and reinsurance. 

We have appointed such a committee, and we got, I think, a very 
rounded-out group, and we have, I think, the best brains that we 
could possibly hope to obtain. 

We have had a meeting with that group, and we are planning an- 
other one very shortly. 

Now, the forms—the insurance policy, the underwriting rules and 
regulations, the accounting and statistical rules and regul: ations, the 
loss adjustment rules and regulations, and the contracts dealing with 
the carriers and the adjustment organizations—have all been pre- 
pared. They are, I believe, in their next-to-final draft. 

That has meant a great many meetings with the industry. As 
you know, Mr. Chairman, when you get dealing with words you can 
spend endless hours trying to express what you have in mind and then 
have the lawyers go over it and meet again and go over it and meet 
again, and we have had innumerable drafts, but we have finally I 
think now seen the light. 

So we are prepared. We are verv well prepared to go forward 
with this program. And I think in a relatively short time we can 
conclude our negotiations with the industry and have some definitive 
forms of contracts ready to proceed with. 

Now, I should like to comment briefly on the third aspect of this 
program, and that deals 








Senator Busu. Mr. Chairman, if you might just pause there a 
moment—maybe the witness would like to rest his voice for a minute, 
too—I would like to express my appreciation on behalf of myself 
and others who have worked a long time on this insurance program 
to the insurance industry for the splendid cooperation that they 
have given, beginning in November 1955 when hearings were first 
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held on this bill in various States, and all through last year, and up 
to the present time. 

I think it is very significant and very creditable to the insurance 
industry that they have cooperated so fully in such a difficult problem 
the success of which is important to so many people. 

So I would like to make that statement for the record. 

Mr. Mertsrrett. Mr. Chairman, one of the processes of our Govern- 
ment, as you know, is appropriations, and we are now, in view of the 
statutory provisions which I referred to before, in the posture of pre- 
paring and submitting a budget justification. When the Congress 
acts on that and funds are available, we will be prepared to put this 
program into operation. 

The reason that I refer to appropriations is that we are going to 
have to pay the insurance companies for their services and facilities. 
We are going to have to pay the producers for their getting the busi- 
ness. And we are going to have to pay the adjusters i if, as, and when 
losses arise. ‘Those are contract obligations. And I would be very 
remiss in my duty if I attempted to enter into contracts with the insur- 
ance carriers or with the producers or with the adjusters if I had not 
legal authorization to do it. My legal division advises me that I ean- 
not do that until the money is actually available. 

Now, I would like to spend a few moments on the third program 
which is referred to in the statute as the loan contract program. 

Perhaps I should mention, Mr. Chairman, that the provisions of that 
section of the statue were inserted after the bill was passed by the Sen- 
ate. There were no hearings to my knowledge and there was no testi- 
mony from the industry or the public with respect to this provision. 
It provides, in substance, that any person can purchase from the Gov- 
ernment a promise that it will lend that individual or corporation 
money in the future in the event a flood loss occurs. 

In other words, you would pay to us today a fee for a promise that 
we would make to you that we would lend you money in the future if 
you have a flood loss. 

It also provides that, with that promise, if a private lending institu- 
tion chooses to make you the loan, we will guarantee that financial in- 
stitution against loss of principal and interest. And we can make 
loans up to $250,000, 

We have an authorized capacity in the lending program of $2 billion, 
plus $500 million each fiscal year. 

That places upon our agency a very heavy responsibility, and I want 
to comment, with your permission, upon some of the problems that 
we have, because in venturing into this program I want to be very 
sure that we all understand what we are doing, and I want to be very 
sure we all understand what we are getting into. 

Senator Lavuscnue. You are now speaking of the contract loan? 

Mr. MristreLi, The loan program. The theory of it, Mr. Chair- 
man, was that an individual could buy an insurance policy, and he 
could back it up with a loan contract so that he could have the assur- 
ances of a line of credit when he needed it and also the amount of 
money that would be payable to him under an insurance contract. 

With a $10,000 limit on residential and a $250,000 limit on commer- 
cial, we would be faced with some of these problems: 
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First, the statute provides that we charge the prevailing interest 
rate in the area but in no event can it exceed 4 percent. As I view the 
4-percent limitation 

Senator Lauscue. Is that the present provision ? 

Mr. Metsrretu, That is in the statute at the present time. 

I have had a series of meetings with lending institutions through- 
out the country, the commercial banks, the savings and loans, and the 
savings banks, and I think I am perhaps accurately reporting their 
sentiment. Ido not believe that you are going to get very many lend- 
ing institutions making 4-percent loans in today’s market. 

But, more important, I do not think you are going to get many 
lending institutions making 4-percent loans on the type of risk that 
they would be called upon to underwrite, because if a man who is 
affected by a flood has any credit at all the private lending institutions 
are open to him. If for any reason his credit is not too good, he has 
the Small Business Administration to turn to, and that is an after- 
the-fact sort of anapproach. He goes to them after the event occurs— 
the loss, the flood. 

And, thirdly —— 

Senator Busu. And, incidentally, what is the interest rate on that 
small-business loan ? 

Mr. Mrisrreti. The interest rate on the small-business loan, Sena- 
tor Bush, is 3 percent. They are disaster loans, and they were in- 
tended quite frankly to deal with this very problem—that where a 
disaster such as a serious flood occurred, the Small Business Admin- 
istration would make loans available. And I think they have done 
a very creditable job. 

Now, there is a third source of money available, and that is the Fed- 
eral Housing Administration, which has a rehabilitation and modern- 
ization loan program where you can borrow $3,500 on a 5-year pay- 
back. 

Here is the problem that we are faced with: If our assumption is 
correct that the lending institutions are not going to participate in 
this program to any great degree because of the 4-percent limitation, 
then we are going to be in the direct lending business, and I look 
with a very grave responsibility to lending some $3 billion directly 
by the Government on risks that may be very questionable. 

Now, you may ask me why they are questionable, and I would like 
to answer that. We are required under the statute to sell you a prom- 
ise. And if you came in to me today and I was attempting to evaluate 
whether I would lend you $250,000, I would like to know how you 
are going to pay it back, and I would like to know what security you 
are going to give me, and I would like to know what you are going 
to do with the money when you get it, and I would like to know a lot 
of things. 

And looking at you today and attempting to promise you at this 
time that I am going to give you $250,000 some time in the future 
on an unknown event and you do not know yourself how much of it 
you will need nor what you are going to do with it when you get it 
presents to me a real challenge. 

Senator Busu. Mr. Chairman, does the statute provide that these 
loans must be secured ? 

Mr. Metstreiy. It does not. It does not. Now, if I promise to 
give you $250,000 and you pay me for that promise, I am obligated 
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legally to perform it. So when you come around 6 months from now 
and you may be flat broke, I am still going to have to give you $250,000 
if Iam going to live up to my legal obligation. 

Senator LAUSCHE. May I ask you this: Do you construe that de- 
scribed transaction as one of a loan, or does it have any of the at- 
tributes of insurance ? 

Mr. Metsrrety. I am glad you asked that question, Mr. Chairman. 
In my judgment it has no attributes of an insurance policy. When 
you borrow money and you have got to pay it back, there is a whale 
of - lot of difference from getting money that you do not have to pay 

ac 

Senator Lavscuer. How do you determine the premium that is paid 
for the promise to make a loan in the future predicated upon uncertain 
conditions ? 

Mr. Metsrrety. Well, if you think it is difficult to determine an in- 
surance premium, then you have just added confusion on confusion 
when you try to determine how much we are going to charge you for 
a promise. 

Senator Lauscue. Well, the statute does provide that there shall be 
a consideration. 

Mr. Mristretyu. Exactly. The statute says that what we charge 
you for the promise must bear a relationship to the premium that 
you would pay for the insurance. 

Senator Lauscue. Yes. 

Mr. Metsrrewi. I do not know whether that is a variable. I do not 
know whether it is a variable or we could put in a flat rate on a promise, 
say an eighth or a quarter point. I do not know. But if we are 
going to try to relate it to the premium, again you defeat the very pur- 
pose that we are talking about because when you put a premium on 
an insurance policy you are dealing with a known hazard that is in 
some degree measurable, but when you are dealing with an individual 
and trying to determine whether he can pay it back or not, that has 
a great deal to do with what you are going to charge because if a 
fellow was a good credit risk you might very well char; ge him a lesser 
amount than if he is a bad credit risk. And you are dealing with an 
individual who has control over his ability to repay and, more im- 
portant, you are dealing with a man’s character. And if a fellow is 
no good, you are talking of character. 

When we sit here today and try to determine whether we are going 
to give you a promise to ‘make you a $250.000 loan, we are talking i in 
praesenti and not after the fact. 

There is no time limit in the statute as to how long these promises 
are to run and, more important, the statute says these are to be long- 
term ae 

Now, I do not know what a long-term loan is, and I do not think 
you do, because if we are making ‘loans on inventories, consumables, 
perishables, I cannot imagine a jong- term loan being 10 or 20 or 30 

ears. 
F Senator Lauscnue. I suppose the definition of a long-term loan would 
have a definite relationship to the durability of the security that you 
are receiving. 

Mr. Metstrrety. Quite right. 
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Senator Lauscue. Six months on perishable goods—— 

Mr. Mersrretu. Is a long time. 

Senator Lauscur. Would be a long term: yes. 

Mr. Metsrreci. But, Mr. Chairman, here is our problem: When you 
give you this promise, you do not know whether you are going to need 
all of it or none of it. Soif you bought a promise from me for $250,000, 
you do not know how much of that you are going to need because you 
can only borrow the difference between what your insurance contract 
pays you and the amount of your loss. 

For example, let’s assume you had a $250,000 insurance policy and 
you had a $250,000 promise and you had a $300,000 loss. You could 
borrow only $50,000 although you had paid for $250,000. 

Now, more important, when I give you that promise I do not know 
what you are going to do with the money, and neither do you, because 
when the loss occurs—let us assume you had a factory which was 
filled with perishables, and let us assume the perishables were destroyed 
but the factory was not. Then you are borrowing that money for 
the perishables. And when the statute says to me it is to be a long- 
term loan, I do not know what a long-term loan is with respect to 
perishables, and if you think 6 months is a long time how can the 
fellow pay it back? 

Senator Lauscue. Just pardon me, Mr. Meistrell. Senator Bush 
has some visitors here from his State. 

Senator Bush, please. 

Senator Busw. Mr. Chairman, I thank you for the courtesy. I do 
have some very attractive, charming young visitors here from West- 
port, Conn., representing troop 4 and troop 20 of the Mariners—that 
is, the senior Girl Scouts’ organization—chaperoned by Mrs. Clark and 
Mrs. Roberts. 

Will you girls kindly stand up and let all of us see you? 

You may be seated. 

We are having a hearing here on the question of flood insurance, 
which is a very important question to New England and particularly 
to your State of Connecticut. The gentleman testifying is Mr. Meis- 
trell, the Administrator of the new flood insurance program. So if 
you want to stay, I think you will find it interesting. 

I am very grateful to the chairman and to Senator Clark for the 
courtesy. 

Senator Lauscuer. May I say to the Girl Scouts that there was once 
a judge who was leaving the courthouse building, and as he was going 
through the door a lovely girl came in. And he said to the lovely 
girl, “What a lovely girl!” And she said, “What an excellent judge!” 

Mr. Meistrety. Mr. Chairman, I want to make just one concluding 
remark. We have proceeded on the loan contract program much as 
we have with the insurance program. We have had a series of meet- 
ings with the lending institutions: we have explored many of the 
aspects of this program, and we have prepared forms, tentative agree- 
ments, and we are working on the question of commitment fees, guar- 
anty fees, and many other problems that are involved. 

Mr, Core. Mr. Chairman, may I interpose at this point with respect 
to the loan program? Because of the complexities of it, and because I 
have felt as Laaiahaner that the program has not really had a full 
and complete hearing before the Congress, because frankly, as Admin- 
istrator I feel that some of the problems may be deemed to be insur- 
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mountable and that a second look at it is really necessary, we will be 
making definite recommendations to the Congress about this program, 
not only through our budget presentation, which will be very shortly, 
but we will also be making definite recommendations about the pro- 
gram to the Banking and Currency Committee. 

In the interim, however, I have asked Mr. Meistrell not to put it 
into effect—not to put it into effect until we do make our recommenda- 
tions to Congress and Congress has an opportunity to take a second 
look at it. 

I have taken this as a responsibility on the part of the Administrator 
because it seems to me that it is much more important that we imme- 
diately get into operation the flood indemnity insurance program. 

Senator Busu. Mr. Chairman, would Mr. Cole tell us when we 
might expect his recommendations regarding the loan program? 

Mr. Coir. The loan program‘ Yes, Senator Bush. We will be 
making a recommendation first to the House Subcommittee on Appro- 
priations. I understand that will be next month. We will have in 
our legislative program, which will come to Congress also the early 
part of March, recommendations about the loan program. In other 
words, you will have an immediate look at it—almost immediate look 
at it. 

Senator Busu. Is it your present feeling that you will be able to 
implement this program ¢ 

Mr. Corr. I must say my present feeling is we will not be able to 
implement it until and unless we have some legislation which will 
make it more effective than we now believe it to be. 

Senator Lauscur. Mr. McKenna, counsel for the general committee, 
has some thoughts we ought to make inquiry about, and I think you 
might put the questions yourself, Mr. McKenna. 

Senator Crark. Mr. Chairman, I wonder if the members of the 
committee will have an opportunity to ask questions at some time. 

Senator Lavuscue. Oh, yes, I anticipate that. Will you go ahead. 

Senator CLark. Senator Bush, I venture, has some. 7! 

Senator Bus. I will be glad to yield to the Senator. I have a few 
questions, but I will be glad to yield. 

Senator Crark. Senator, you know so much more about this pro- 
gram than [ do that I would be happy to have you go first. 

Senator Busu. Without admitting that, that would be a good rea- 
son for me to yield to you. 

Senator Crark. Mr. Meistrell, and, Mr. Cole, if you want to chip 
in at any point, please do; let’s make this informal. Mr. Meistrell, 
I understood you to say that you expected very shortly to issue your 
first policy. Can you give us a possible date? , 7 

Mr. Meistret.. Well, Senator Clark, when I said “very shortly,” 
perhaps I should have modified that in the context of my entire pres- 
entation, when I mentioned that we would have to have funds 
appropriated to do it. 

Senator CLark. So you can’t issue any policies until you get some 
appropriations? ; 

Mr. Metstrrety. That is correct. 

Senator CrarK. Could you tell us the present status of your request 
for appropriations? 

Mr. Metsrrety. I think perhaps Mr. Cole could answer that. 
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Mr. Core. I think I could answer that. The request is now being 
considered by the Bureau of the Budget. We had a conference yes- 
terday with the Bureau. It will be up on the first supplemental, 
which, I understand, will be presented to the House Subcommittee on 
Appropriations the ‘forepart of March. 

Senator Ctark. Are you at liberty to tell us how much you asked 
for / 

Mr. Corr. I’m sorry; I believe not. 

Senator CLark. You are not able to give us any idea? 

Mr. Coiz. But may I say to you we are asking—it is in the present 
budget. 

Senator CLark. Would you mind refreshing my recollection as to 
how much you did ask for? 

Mr. Meisrret.. Yes; I think in the President’s submission there 
was $100 million. 

Senator Ciark. Can you tell us whether that is what the budget 
gave you! 

Mr. Metsrretit. The Bureau of the Budget ? 

Senator CLark. Yes. 

Mr. Meistrentn. No. We hada meeting with the Bureau yesterday, 
Senator Clark, on this very question. 

Senator Cuark. This reveals my ignorance more than anything 
else, but I am not clear as to what the $100 million really means. Is 
that what you asked for, Mr. Cole, what the budget is going to give 
you, or-—— 

Mr. Mrisrretn. That, Senator Clark, is what we estimate would be 
necessary to meet the financial obligations we would undertake in this 
program. In other words, those are what are referred to in the statute 
as administrative expenses. They would include the amounts that 
we would incur as obligations to the insurance industry for the services 
that I referred to, plus the 40-percent anticipated subsidy that we 
would contribute into a reserve fund. 

Senator CLark. What are you operating on now ? 

Mr. Metsrrecu. We were given $500,000 at the time the act became 
effective, for organizational purposes, and the research and studies, 
and that sort of thing. 

Senator Cirark. Will $100 million merely enable you to get into the 
insurance policy part of your responsibilities, or is it contempl: ated 
that that will also include the funds necessary to put the loan pro- 
gram and some part of the reinsurance program into effect / 

Mr. Merstreti. It does not include any amount for the loan con- 
tracts. 

Senator CuarK. Does it include anything for reinsurance ? 

Mr. Metsrrewi. No. 

Senator CLark. So you made the administrative decision to aban- 
don 2 out of 3 purposes of this act 

Mr. Metsrrevy. I have made an administrative decision to defer the 
reinsurance program. 

Senator CLark. Excuse me. You say “defer,” but as you are not 
asking any money to make it possible to put it into effect, you really 
are abandoning it; are you not? 

Mr. Metstreti. Oh, no, indeed; we are not abandoning it. There 
js a great deal of difference between doing first things first and aban- 
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doning it. In our judgment, the insurance program is the first pro- 
gram. ‘The reinsurance program would be the second program. 

Senator Ciark. Is it fair to say, Mr. Meistrell, in view of what you 
have asked for from the Bureau of the Budget you intend to defer 
it for the coming fiscal year ¢ 

Mr. Metstretu. That is correct. 

Senator Ciark. And as I understand your testimony, you intend 
to take no action with respect to the contract loan program ‘for the 
coming fiscal year ? 

Mr. Metsrrety. That is correct. When you say “no action,” that 
isn’t quite true. 

Senator CLark. You do not intend to make any loans 

Mr. Meisrrett. We have deferred 

Mr. Cote. Let me add one thing more. If the Senator will recall 
my statement—I am sure he does—I said we would defer action until 
we presented our recommendations to Congress. These recommenda- 
tions to Congress will be made very shortly. Congress will act and 
Congress can adopt the supplemental budgets if Congress wants to 
proceed, or if the executive branch wants to proceed. 

Senator Criark. I could, perhaps, cut it very short, Mr. Cole, by 
asking you if it is not true that you have made an administrative 
decision that the present purposes which this act called upon you to 
carry out are unworkable as to 2 of the 3 purposes. 

Mr. Core. No, no; that has not been our testimony at all, Senator. 

Senator CiarK. Perhaps I misunderstood you. 

Mr. Corr. Perhaps you did misunderstand us. 

Senator Ciark. Perhaps you will restate it, then. What are you 
going to defer ? 

Mr. Metstreti. We are going to defer the reinsurance program, as 
I testified, until we get some experience. 

Senator CLark. How can you get any experience on reinsurance if 
you don’t reinsure ? 

Mr. MetsrreLu. We can get a great deal of experience on the losses 
we are undertaking on the type of risks we are going to underwrite, 
and as we continue our studies we will know a great deal more at a 
later date than we do now. 

Senator CLarK. Believe me, I want to be fair to you. 

Mr. Metstrety. I know youdo. Let me ask you a question, Senator. 

Senator CriarK. I do not think you are supposed to ask them. 

Senator Lauscue. I have implicit faith in my associate Senator’s 
answer. 

Senator Crarxk. Go right ahead, Mr. Meistrell. I am prepared to 
be cross-examined. 

Mr. Meisrreti. No; Senator Clark, I wanted really to get to your 
opinion on this very problem. 

Senator Ciark. Perhaps we could do that a little later and not at 
this time. 

Mr. Metsrrety. Right. 

Senator CiarK. Mr. Meistrell, do I understand correctly that you 

vant to get some experience from your actual insurance policy work 
before you move into the reinsurance field ? 

Mr. Metsrrety. In substance that is correct ; yes. 
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Senator Crark. And that you do not think that the contract loan 
purpose and policy as set up in this act is practical without, could I 
aye bstantial amendment, Mr. Cole 4 

r. Coir. Yes; it would need substantial amendment. 

Mr. MeistreLu. Yes; that is correct. 

Senator Lauscue. To make practical which phase ? 

Senator CLark. Contract loan. 

Mr. Metstreiti. Contract loan. 

Senator Lauscue. Now, then, for the purposes of the record, I would 
hike to—— 

Senator CLark. May [ask one more question / 

Senator Lauscng. Oh, yes. Pardon me. 

Senator CLark. Can you not give us even a guess as to when you will 
issue your first policy ? 

Mr. Cote. We will guess very easily ; yes. 

Senator CiarK. I do not know, Mr. Cole—— 

Mr. Coxe. First, we do not put the responsibility on the Congress. 
It is a matter of presentation of the budget, our justification, and when 
we are ready in the executive branch to present it, and I think it will 
be presented the forepart of March. When Congress acts upon it is 
your guess as well as mine. I think it should be early summer, late 
spring. 

Senator Ciark. Let us put it this way: How many days after you 
get your appropriation 

Mr. Cote. Oh, no; we are not going to be bound to that. We will 
put it into effect. 

Senator Ciark. I have no further questions. 

Senator Lauscue. Senator Bush. 

Senator Busu. Yes. I have just 1 or 2 questions. 

Can you state what the probable rate, the range of rates, on insur- 
ance is apt to be? Can you give us any bracket at the present time 
that appears to be likely or not? 

Mr. Meisrrett. Well, yes, I think so, Senator Bush. 

Senator Busu. That is, on flood and damage. 

Mr. Meisrretz. Yes; flood and damage. To issue a policy covering 
all of the hazards that the statute contemplates, we probably will 
have a range—and again I want to qualify this because we are now 
making studies of these deductible provisions and we are hopeful that 
we can more accurately measure the degrees of the exposure if we 
can evolve a pattern on the work that is being done within the gov- 
ernmental committee. 

The insurance industry has made certain proposals which, before 
the application of a subsidy, would range from roughly $2.50 to 
perhaps $20 per hundred. That is before the application of a subsidy 
and before we apply the marketability test. So that, with these addi- 
tional calculations we are making, that rate level or that range would, 
1 think, be materially reduced, so that we may conceivably have a 
range of $1 per hundred to maybe $12. 

Again I want to qualify these, Mr. Chairman and Senator Bush, 
because we have still got some additional work to do before we can 
make a definitive statement on the rates. 

Senator Busy. Mr. Chairman, I would like to ask this question. 

Senator Lauscue. Proceed. 
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Senator Busn. What reaction have you gotten from the various 
States that might be interested in flood insurance? Are any of them 
moving in the direction of legislation! 

Mr. MetsrreLL. We have had a great deal of interest manifested 
by the various States. I have attended meetings of the Council of 
State Governments and other meetings of representatives of the 
various States. They are principally concerned at this moment with 
the zoning problem and with the contributions that will be necessary 
if they want to participate come 1959. 

I think there are 43 State legislatures now in session. Some of 
them meet on alternate years; others meet in even a lesser period of 
time. But we are experiencing a great deal of interest on the part 
of the State, and I think a favorable interest. I think they lok at 
it as a tremendous aid to them in getting flood plain zoning legisla- 
tion underway—there is a great deal of interest in that, and, of course, 
a great deal of interest in the program. 

We are working with the Council of State Governments and with 
other groups, and we are attempting now to evolve some legislative 
pattern that the various States could follow during the sessions of 
their legislatures. 

Senator Lauscue. May I ask: In the event the respective States do 
not pass zoning laws, what happens to the right of their inhabitants 
to buy this coverage ? 

Mr. MetsrretL. They could continue to purchase it, Mr. Chairman, 
the statute does not make it mandatory on the administration to have 
the States enact zoning legislation. It is a “may” provision, and it 
says in substance that if required by the administration, then we can 
refuse if they fail to enact it; we can then refuse to write insurance 
in any city or town or village that has not taken appropriate measures. 

Senator Lauscur. Am I correct in my understanding that the pro- 
vision for contributions by the State is a condition as to which, if not 
fulfilled, you could not sell ? 

Mr. Meisrreti. That is correct ; that is correct. 

Senator Lauscue. Isee. Senator Bush, pardon me. 

Senator Busu. Oh, no, that is all right. I am very much interested 
in that question, and I was just going to read from the statute a 
point which you were just talking about. It says here 

Senator Clark. What section ? 

Senator Busn. Section 12 (c), page 5: 





After June 30, 1958, no insurance or reinsurance shall be issued under the 
provisions of this act in any geographical location unless an appropriate public 
body shall have adopted and shall keep in effect such flood zoning restrictions, 
if any, as may be deemed necessary by the administrator to reduce, within prac- 
ticable limits, damages from flood in such location. 

So he has a considerable persuasive power, I would think, under 
this section, to push these States into flood zoning regulations, which 
Is very, very desirable because one of the great tragedies of the flood 
was the encroachment on the river plain, and that is where most of the 
big damages come from. 

Senator Lauscur. May I suggest to you, based upon my experience 
as governor, that you will have to apply yourself very diligently to 
get them to appropriate the money that will be needed to carry their 
part of the cost. I think the provision is sound, but there will have 
to be brought to the attention of those who are available for this 
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coverage the conditions that must be. fulfilled, and they will have to 
bring their influence to bear upon the legislatures. 

Senator Busu. That is right. 

Senator Lauscue. This has been suggested to me: What considera- 
tion has been given to covering farmlands and crops, growing 
or harvested, in coordination with the Federal Crop Insurance 
Corporation ¢ 

Mr. Meisrreti. Well, of course the Federal Crop Insurance Corp- 
oration underwrites growing crops, and they operate in a considerable 
portion of the country. Where they are undertaking the risks, we 
are not going to compete with them. 

Senator Lauscue. All right. The next question 

Senator Busu. I might say to the chairman my recollection is that 
that program also is an experimental program. 

Mr. Metsrreyi. That is correct. 

Senator Busw. And it has not been too successful. It has not 
worked out very well. 

Senator Lauscur. Where they do not undertake the coverage, what 
will be your policy, if you have alres udy determined it ? 

Mr. Mrisrretx. We have in mind that in areas where they do not 
insure, we will determine why they did not, and get the experience, 
if it is available, of the Federal crop insurance program to determine 
the degree in which we should go into those areas. 

Senator Lauscue. It would seem paradoxical if that agency, act- 
ing on an experimental basis, determined that it was not feasible— 

Mr. Metsrrety. For us to go in? 

Senator Lauscue. For you then to go in. 

Mr. Mertstretyi. That is correct. 

Senator Lauscue. I have not seen these letters, but it is reported to 
me that there have been some complaints that the private part of the 
insurance industry is not getting information on what the Federal 
Flood Indemnity Administration is doing. Have you had any com- 
plaints of that character ? 

Mr. Merstrrett. No. I do not know the nature of the complaints, 
and, of course, if we knew the source we could better deal with the 
problem. Iwould be quite surprised, however, if the complaints were 
coming from any of the industry, for this reason: We have worked 
very closely with the industry. We have on our advisory committee 
I think 8 or 9 presidents of most of the large carriers, and we at- 
tempted to select from the different groups in the industry the stock 
companies, the mutuals, the reciprocals, the factory mutuals, the in- 
dependent companies, all of whom are repr esented on the advisory 
committee ,and they have been kept fully informed. 

And we also organized an advisory committee of the producers. 
We have got all of the representatives of the agents and brokers on 
the committee, and we have had a series of meetings with them and 
they have been fully informed. We have given them all of the docu- 
ments, we have given them the rates, we have given them everything, 
and they have been fully informed. 

In addition, we have put out as much public information as we 
could, and I think I have made considerable speeches before all seg- 
ments of the industry. 

Mr. McKenna. May I say, Mr. Chairman, these complaints that 
were received by the Senators were apparently at the front-line work- 
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ing level of the insurance industry, from folks who had heard there 
was a program in the works but couldn’t get the details about it. 

Mr. Metsrrett. We have had many inquiries, not from the com- 
panies, but from people in the industry who have written to us want- 
ing copies of the act or summaries of the act and things of that kind, 
but we have had no complaints. And, quite frankly, we have at- 
tempted to give the program the greatest publicity possible, and we 
have been in communication with all of the State governors, the at- 
torneys general at the State level, and we have availed ourselves of the 
press fac cilities to get our statements, and I am very interested to hear 
a comment that there have been complaintss that they are not fa- 
miliar with what we are doing. 

Senator Lauscur. Senator Bush, may I ask you: Was it your 
understanding that the purpose in the adoption of the bill was to 
have all administrative expenses borne by the Government directly ? 

Senator Busn. Yes, sir, that is in the bill. 

Senator Lauscnr. Yes. Was there any specific consideration 
given to the premiums or the payments made to agents? 

Mr. Metstrett. The bill, Mr. Chairman, provides that we should 
use the facilities and services of the industry, and I think specifically 
refers to agents and brokers. They are mentioned by name in the 
statute. 

Now, the problem that you touch upon, as to whether the payments 
to be made to the various segments of the industry are administra- 
tive or nonadministrative, seems to be rather definitely determined 
in the House report. There is an express statement that administra- 
tive expenses shall include amounts to be paid to the insurance indus- 
try and others, and it is in reliance on that statement that we have 
concluded that these expenses are administrative. 

Mr. McKenna. On that point, Mr. Chairman, may I say, to clarify 
the record, we did have before us roughly three bills when we started 
this last year after the Congress convened. In S. 3137 of the 84th 
Congress, introduced by Senators Lehman and Kennedy, and S. 
2768, introduced by Senators Kennedy and Saltonstall, it would have 
been provided that the administrative expenses be payable out of the 
insurance fund and the reinsurance fund. The third bill, which was 
introduced on behalf of the administration, as I recall, provided that 
the administrative expenses would be payable from appropriated 
funds, 

So that problem was considered at thetime. It may be a little ironi- 
cal at this time that we are up against a bottleneck because of the fact 
this last provision prevailed in the statute. But we did give considera- 
tion to it in the committee, sir. 

Senator Lauscner. For my own information: You made a statement 
early this morning about the premium to be charged being controlled 
by a certain formula, providing there was also a marketability. Will 
you explain that to me, that last phrase ? 

Mr. MetsTreLL. Section 7 of the act provides: 

The Administrator shall from time to time establish a schedule of “estimated 
rates” for insurance offered under the provisions of this Act, which would be 
adequate, in his judgment, to produce sufficient proceeds to pay all claims for 
probable losses over a reasonable period of years. Such “estimated rates” shall 
be used as a basis for determining the fees to be paid by the persons insured. 


They shall be based on consideration of the risks involved and shall be uniform 
for similar risks within a given classification of property. They shall not 
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include any loading for administrative expenses of the Federal Government 
under this Act. The Administrator shall establish a schedule of fees to provide 
insurance protection at reasonable costs designed to achieve marketability. 


Then there is a proviso which reads: 


That no insurance policy shall be issued for a fee less than 60 per centum of 
such “estimated rate.” 

Senator Lauscne. I think the language which you used was a little 
stronger than the language contained in the law. I understood you to 
say that under all conditions the rate charged had to be one that 
produced a marketability of your coverage, but that is not the fact. 
It shall never be less than 60 percent. 

Mr. Metsrreti. That is correct; that is correct, Mr. Chairman. 
The concept that I had in my mind—and I am glad you mentioned 
that, because I did not want to create that impression—was the lan- 
guage “at reasonable costs designed to achieve marketability.” In 
no event could we go below 60 percent. 

Senator Lauscue. Yes. 

Are there any further questions? 

Mr. McKenna. I think in our discussion of the details of the prob- 
lems that we are confronted with on this section 5, on the loan con- 
tract, we may have overlooked the principal philosophical basis for 
that section, I think it is a fair statement to say that while it did 
originate on the House side, the theory was a person would exercise 
his own choice to take his protection against flood either in the form 
of a loan contract for which he would pay a commitment fee—and 
presumably the commitment fee would be less than the insurance 
premium—or in the form of insurance or indemnity, whichever you 
prefer to call it, or in the form of a combination of both those pro- 
grams. And I think, as I recall it, the sponsor argued that it would 
make it possible for more people to gain some protec tion against flood 
loss than would be the case with merely an indemnity program itself 
in the form of insurance policies. 

I think that will clear the record a little bit on at least the basic 
philosophy of the section. 

Mr. Meisrrevy. Perhaps I should have mentioned it is our contem- 
plation we would have either or both available. 

Senator Lauscne. You mention that you will be asking for amend- 
ments tothe law. Did I understand you to say that ? 

Mr. Coir. Yes. There will be a recommendation, Mr. Chairman, 
coming up here to the Congress from the executive branch, from the 
Administration, on all housing problems, and part of it will be any 
recommendations we may have with respect to the flood insurance, 
Flood Indemnity Administration. What they are, we are not now 
in a position to announce. 

Senator Latscur. Any further questions? 

Mr. McKenna. Senator, may I ask one thing? Do I understand 
that the Administration will have a mailing list on which people can 
request to be placed so that they will get information ? 

Mr. Meisrretu. We have a very lengthy mailing list at the moment, 
and we are adding to that all the time, and I would be very happy, 








PROGRESS REPORT ON FEDERAL FLOOD INSURANCE 25 


if it isn’t a violation of any confidences, to have you sbmit to us the 
names of any people who feel they are not well informed, and we will 
give them a good deal of material. 

Senator Laucnue. Is there anything further? If not, thank you 
very much. 

The hearing is adjourned. 

(Whereupon, at 11:45 a. m., the hearing was adjourned. ) 
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